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to request a reasonable return and is not limited to recovering only its cost of 

A reasonable return Includes both debt and equity. In the prior surcharge cases 

e utilities chose to limit their respective requested returns to a debt onty component 

Kentucky Power proposed a return on equity for the ov&& company in the range 

of 11.75 percent to 12.25 percent, and recommended -72 percent as the appropriate 

return for determining the environmental surcharge. Kenhrcky Power used several 

! 
1 
Ijb 
i- 

I 

. methods to estimate its required return an equity. The basic results ranged from 10.8 .! 
I. 

percent to 13.64 percentfiQ The Commission has reviewed Kentucky Power's position 

in the electric utility industry and determined that Kentucky Power is in good financial 

condition, has relatively low rates, and is well positioned in the industry. Based on all 
' \  

these factors, the Commission finds that a return of 'l 'I -5 percent on equify for Kentucky 

Power's compliance-related capital expenditures is reasonable. 

Based on Kentum Power's capital structure and cast of debt as of December 31, 
1 

19967 Kentucky Pawer's weighted cost of capital, before income tax gross-up, is: 

Capital Structure 

Debt 54.65% 7.68% 4.197% 
Equity 45.35% 11.50% I J , ~  5.215% 

Weighted Average Cost of Capital 3:412% 

After adjusting the mmrnon equity weighted average cost of capital amponent for 

income tax grass-up," the ovarail weighted average cost of capital is 12.96 p e r e n t  . "  
'' 
70 

'' 

Barber Direct Testlmohy at 9, 

Response to Staff Hearing Request, April 2-3,1997, Item 13. 

Wagner Direct Testimony, hhibi t  EKW-2, page 8 of 7, 

-34- 
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I 
1 Long Term Debt 

2 Short Term Debt 

3 Common Equity 

4 !Total 

$3 18,162,000 

8,790,000 

245,57m 

$32.2S24911q 

11 Gross Revenue Conversion Factor Calculatlon: 

1 
2 
3 
4 
5 
6 
7 
8 
9 
10 
'1 1 

0.5557 

0.0154 

Q#m 

rn 

Operating Revenue 100.00 
Uncollecti ble fL2e 
Income Before State Taxes 99.80 
Less: State Income Tax 

(Ln 3 x .0825) 823 
income Before Fed Inc Tax 
Less: Federal lnc Tax 

(Ln 6 x .35) zQ.5 
Operating Inc Percentage !2.%52 

Factor (I 00% I Ln 9) l22diQz 

91.57 

Gross Revenue Conversion 

* Based on Case No. 91-066 

0.076600 

0.057500 

0.120000 1,680 1 

0.042567 

0.000886 

0,086471 

-QjL%zu 

I 

.- ... ._ 
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$229,979,049 $456,718 0.20 

234,400,256 475,924 0.20 

247,634,585 460,785 0.19 

$722,013,890 $1,393,427 0.20 
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Kentucky Power Company 

REQTJEST 

Refer to the response to the Staffs Second Request, Item 71. Explain in detail why the revenue 
requirement for Kentucky Power’s Kentucky jurisdictional operations should reflect Ohio 
franchise tax expense and West Virginia income tax expense. The explanation should address 
why the tax expense should be included in the operating statement of Kentucky Power, and not 
why the taxes should be reflected in the gross revenue conversion factor. 

RESPONSE 

The Ohio franchise tax and West Virginia income tax should be included in the operating 
statement of Kentucky Power because the taxes arise from activities conducted in the course of 
business and are payable by Kentucky Power and those activities produce revenues that are 
included in the rate case. Kentucky Power is obligated to pay state franchise tax in Ohio because 
Kentucky Power has nexus in Ohio. AEP system sales transactions are processed, contracted, 
and confirmed in Ohio. AEP Service Corporation performs this service as agent for the member 
affiliates which creates the taxable presence for Kentucky Power. Therefore, Kentucky Power is 
obligated to pay Ohio state franchise tax on the portion of its apportioned taxable income that 
relates to the system sales transactions. 

Kentucky Power has employees who work out of the Williamson West Virginia service building 
to provide electric service to the Kentucky Power custoiners located in South Williamson 
Kentucky service area. The presence of these workers in West Virginia creates nexus with the 
state, thereby obligating Kentucky Power to pay West Virginia state income tax on its West 
Virginia apportioned taxable income. 

WITNESS: Errol K Wagner, Sandra Keller 
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Kentucky Power Company 

REQUEST 

Refer to the response to the StafPs Second Request, Item 73. Provide an update an the status of 
the negotiations with the cities of Vanceburg and Olive Hill. 

RESPONSE 

Both contracts have been signed by the Cities. The Company hopes to have the contracts filed 
with the Federal Energy Regulatory Commission for its approval before the end of 2005. 

WITNESS: Errol K Wagner 
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Kentucky Power Company 

REQUEST 

Refer to the response to the Staffs Second Request, Item 74. Provide copies of the portions of 
the Commission’s October 28, 199 1 Order in Case No. 199 1-00066 that determined that deferred 
state income taxes are not recorded for rate-making purposes. 

RESPONSE 

The October 28, 1991 Order in Case No. 199 1-00066 does not specifically state that deferred 
state income taxes are not recorded for ratemaking purposes. The absence of any deferred state 
income taxes in the calculation of federal and state income taxes included in cost of service in 
the Order, however, is evidence of that determination. See attached pages of the Company’s 
filing in Case No. 1991 -00066. 

WITNESS: Jeffrey Bartsch 



KPSC Case No. 2005-00341 
Commission Sam 3rd Set Data Requests 

Order dated November 10,2005 
Item No. 37 Section \I 

Schedule 10 Page 2 of 12 

KENTUCKY POWER COMPANY 
FEDERAL & STATE rNcoME TAXES-SEPARATE RETURN 

CURRENT YEAR 
TEST YEAR 01/01/90 THRU 12/31/90 

( 1  1 

L Z N E  
NO. 

(2) 

DESCRIPTION 

( 3 )  ( 4 )  
E LECTRI C KENTUCKY 
U T I L I T Y  JURISDICTION 

- 

I Total Federal Income Tax Payable 13,528,177 13,474,293 

* *  
4 2 Total Investment Tax Credit Adj. (1,302,060) (1,298,154) 

3 Deferred Federal Income Tax Net F/B (860,889) (859,403) 

Total Current & Deferred Federal 
4 Income Taxes 

- 
5 State Income Tax 3,807 , 039 3,792,067 
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( 2 )  

CALCULATION OF CURRENT FEDERAL L STATE IHCOHE TAXES . 
TEST PERIOD 01/01/90 - 12/31/90 

SYSTEH SALES 
LINE . AMOUHTS PER NOH-RECURRING AHOUHTS 1 TRANSWISS1OW ELECTRIC K€XTUCKI ALLOC. 
NO. DESCRIPIlON FINAIICIALS t OTHER NOH-UTILITY REVISED REYENllfS UTlLITY JURISOICIION FACIOR 

1 Operating Revenues 

2 5per.Revenues-Sales of Elec, 291,150,293 291,150,293 (42,677,185) 248,473,108 247,634,585 SCH 6 
3 Operating Revenues-Other "2,676.w 2,676,887 (745,1671 1,861,120 1,881,227 SCH 6 

4 Total Operating Revenues 293,827,160 0 2¶3.821,180 (43,472,3321 250,354,828 249,515,812 
-. 

_. .. 
I 

.* 5 Operating Expenses 

6 Operating Expense 175,243,290 115.243.290 (43,472,352) 131,770,938 

8 Depreciation fxpense 2O,4(9,52 1 20,449,521 20,149,521 20,393,035 SCH 8 
Taxes Other Than 1nc.Taxes 5,645,391 (34,532) 5,610,859 5,610,859 5,596,753 SCH 9 

7 Haintenance fxpense 25,346, I25 25,316,125 25.346.125 I5f~~59i.323 SCH 7 

10 Total Operating fxpense ' 226,684,321 (34.532) 226,643,795 [43,472,352) 163,177,443 182,581,111 

11 Operating income .6?,142,853 34,532 61,i71,3es 0 67,171,385 66,928,101 

12 Income laxes 

13 State Income Tax (3.836,061] 3,836,061 0 0 
14 Federal Incone lax [11,373,6261 11,373,626 0 0 

15 Total lncoae Taxes I ~ ~ , z o ~ , w  i5,z03,6a7 0 0 

6?,17?,385, 66,928,101 - 16 Net Electric 0per.Incoare , 51,933,166 15,204,667 34,532 67,17?,385 - 
17 Other Income I Deductions 

18 Other Inconel Incl .  AOFUDC) 638,477 {638,47 7 I 0 0 
19 Other Incone Deductions (310,855) 310,855 0 0 
20 laxes App.to 0th.Inc.l Ded. 51 1,247 (511,247 I 0 0 
21 Int.Charqes (Net of A B F U O C )  (20,232,520)#@4J7'* [20,23?,5?0) ( 20.232.520 I I 20.17 1 .8 22 10.49 7 GP-TOT 

22 lotal Other Inc.1 Ded. (19,153,651 J t??e,869) (20,232.520 I (20,232,5201 (zo,i7i,ani 
- 

23 tlet IncoAe[Before FIT I SIT)  32,179,515 15,209,687 1144,337) 46,914,865 0 4%.!344,865 46,156,879 
- 
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CALCULATION OF CURRENT FfDERAL SJAIE INCOHE I A X E S  
JEST PERIOD 0 1 / 0 1 / 9 0  - 12/31 /90  

1 2 )  111 13) ( 4 )  ( $ 1  ( 7 1  ( 6 1  151 ( 1 0 1  1111 (121 
ADJUSTHENTS 

___I- 

SYSTEK SAlES 
LfHE MOUNTS PER NOH-RECURRIKG AHOUNTS 1 TRANS. ELECTRIC LENTIICKY XLLOC. 
NO. DE SCR I PT 1011 FINANCIALS k OTHER NOH-UTILITY REVISED REVEIIUES U T I L I I Y  JURIS. F A C l O R  

Schedule )I-1 Adjustaents 

24 Federal Incoae TaKes 11,373,626 [ I t  ,313,626) 
25 t i  beral ited Depr .-Reg .-Set UP [ 36,000 ) 
26 Liberalized Depr .-Reg.-Reu. 3,480,000 
21  liberalized Depr.-HR/J-Set UD 172,000 I 
28 Liberalized 0epr.-HR/J-Rev. . ?2.000 
29 Class Life Depr,(ADR)-REG.-SetUp (1,236,000 
30  Class L i f e  Depr.(ADR)-HR/J-SetUP (228,000 
3 1  ACRS llenefit Hornal,-Reg:-SetUp! I5,S56!000 
32 ACRS lenefit Horn.-Reg.-Aev. 36,000 
33 ACRS Benefit Hora.-HRjJ-SetUp t t ,380,000 
3d Excess lax vs. Sll BDok Depr.  1,020,000 

Excess fax us.S/L 8K Depr.-HRIJ 336,000 
ABFUDC-REG (113,684 

38 Canitalization of  Interest 693,261 
39 Taxes Charged to Retirenent (55 ,461 
40 Pensions Charged to Retirenent (9,176 
41 Savings Plan Charged to Retire. (13,931 
42 Cust. Adv, Inc..For T a x  258,760 
43 Cust.Adv.-Refund or Book Exp.Cr. 172,735 
64 Percent Repair Allowance 1696,500 
45 Reaoval Cost ( 2  ,6Dd ,000 1 
4 5  Deferred Fuel-Het 628.1 82. 
47 Accrued Utility Revenues-Net 2,098,764 12,038,164) 

ABFUDC-HR/J Pas t-In-Serv ice 22,014 

48 Clearing Accounts 
89 IHA Insurance 
50 Book Prov. for Uncollect.Accts. 
51 4Y r .Anort. 1986 81 k.Kot .Res .gal.  
52 ClAC Book Receipts 
53 CIAC Tax Depreciation 
54 AOFUOC 
55 AOFUDC-HRJ Post In Service 
56 Net Accts. Rec. Written Off 
57 Accrued Wanage, Incent. Bonus 
58 Hater Heater Ptagraa 
59 P o s t  Retirenent Benefit Payment 
60 Takes On Accrued Payroll (ge t ]  

Advance Rental Incoae (NetJ 
Hecog.laK Gain-Rockport U 1 

63 Book Amort.-Loss on Reacq.0ebt 
64 Non-Oeduct. Heals 6 Trtvel Exp. 
65 Hembership Dues 
66 Def.Yacation Accrual-This Year 
67 Def.Yacation Accrual-Next Year 
66 Yacation Pay Sec.481 Aoj.Afnort. 

171,791) 
(317,075 1 

455.000 
145,64Z0 
905,576 
It8O,OOO)~ 
(269,211 I 

11,364 
I 460 , 785 I 

150,000 
(74 ,7 I7J* 

[ 765,000 1 
6,605* 
13,838 I 

373,860' 
570.396 

33,252 
32,964 

(1,899,166) 
2 - 4 4  5.622 

320.566 

0 
(96,000) 

3,180,000 
I72.000) 

72,000 
(1,236,0601 

( 2 2 6 , 0 0 0 )  
[ 5! 556,000) 

36,000 
~1,380,000) 

1.020,000 
336,000 
(743,664) 
2i,011 _. 

693,281 . 
( 55,464 I 

( 9 , 1 7 5 1  
(13,931) 
2 w a o  

1145,6421 

289,211 

(32,961) 

1 7 2  , '135 1 
696,000) 
604.000) 
628,782 

0 
[ i 7 , ? 9 1 )  
317,075) 
455,000 

0 
90 5 , S I  6 
180,000) 

11,364 
460,185) 
180,000 
[ 74 , I  17)  
160,000l  - 

6,805 
(3,838) 

373,860 
570,396 

33,252 
D 

0 '  

[ 1,894,166) 
2,113.622 

320.566 

0 
(96,0001 (95,7121 0.997 CP-101 

3,460,000 3,469,560 0.991 GP-TOT 
(72,0210) 411,7641 0.991 6P-1OT 

72.000 
(1,236,000 

(228,000 
I 3  , 556,000 

36.000 
f1,3b0,600 
1.020,OOO 

336.000 
(743,681 

22,014 
693,261 
(55,464 

19,176 
113,931 
25a,?eo 
[ 12.735 
[636.000 

[2,~04,0001 
628,782 

0 
( ? 1 , i 9 1  I 

(311  , O i 5 )  
155,000 

0 
905,376 
[180,000) 

0 
11,381 

(16D.?85 1 
180,000 
1 ? ( , I  17) 
I7 60,000 1 

6 ,"a05 
(3 ,8381  

373.860 
578,356 

33,252 
0 

71,784 0.447 GP-IOT 
(1 ,232,292 i  0.991 6P-1OT , 

1221,3161 6.997 GF-TOT " 

(5 ,539,3321 0.991 GP-TOT * 

35,892 6.997 GP-TOT 
\1.375,8601 6.997 GP-TOT 

1.016.940 0.391 6F-TOT 

17.C1,453j 0.391 6F-TOT 
2 2 , 0 4 4  1.000 SPECIF. 

E91.18l  0.99? GP-TOT 
( 5 5 , 2 9 8 i  0.991 GP-TOT 

334,992 5.941 6P-101 . 

(9,ise1 6.998 OWL 
113,903j 0.998 0x1 
258,760 i .000 S P € t  p 
[ 1 2 , 7 3 5 1  1.000 SPEC 

1693,912) 0.991 GP-JOT 
2,546,1881 0.491 GP-TOT 

628-.i82 f .000 SPECIF. ; 
0 6,991 OP-REY 

( 7 1 , 5 5 8 1  0.937 GP-TOT 
(316,124) 0.991 GP-TOT 
155,000 1.000 SPECIF. 

0 1.000 SPECIF. 
905,576 1.000 SPEC 
180,0001 1.000 SPEC 

0 0.99? GP-'101 
11,319 0.996 GP-TRAN: 

460,?85) 1.000 SPECIF. 

{14,717) 1.000 SPECIF. 

6,791 0.998 OH1 
(3,838) 1,DOO OP-RfY- 

3 1 2 , 3 6 5  0.996 POAF 
55E,685 0.997 GP-101 

33.165 0.398 O N  

119,640 0.998  ti 

7 5 a , 4 8 ~  0.998 OHL 

0 
11.899.166) l l,!95.368! G.498 OHL 

2,443.622 2.438,735 0.998 OH1 
520.566 319.925 O . Y 4 t !  OK1 



1 . s  

69 OYR Fund Pens.Trust i lk .  Expense 
10 TX Depr. Dunont T e s t  Ctr. 
71 BK Amort.Dumont Test Ctr.-NOTE. 
72 B1 Anort. Ounont Test Ctr.-F/T 
73 Sec. 481-3 Yr.ldj.Prop. Tax-XY 
71 Def. Compensation-Book Expense 

76 P/Y-Defd.Conp, CSY Earn .  
77 Oef. Conpensation Payments 

' 

. 75 HDn-Dgduct-DED CORD. InSUr. PrctI. 
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166,970 
418,612) 
31,236 
2 9 . 4 0 i  

1,119,996 
36,001 . 
20,732 1 
(31,197)- 

* 165,978 

31,236 
29,484 

1 , 1 19,996 
35,001 
20,132 
131,497 1 

  in,^ 
166.978 

31,236 
2 9 , W  

36.001 
20,732 

(31 ,497 j 

I i a .6121 

1,119,996 1, 

66.644 0.998 OH1 
18.5381 0.996 GF-TEANS 
31,111 0.996 GP-TRANS 
29.366 0..096 @-TRANS 
16,636 0.997 EP-TOT 
35,929 0.996 OH1 
20,691 0.496 OHL 
3 i , 4 3 ~  (i.99a UHL 

78 Total Schedule K-1 Adjustnents 10,012,715 (13,328,821) 132,964) /3.349,070) D 13,344,070) 13,334,5361 
f -  

'I 
. f  
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KENTUCKY POWER COHPlNY 
CALCULATION OF CURRENT FEDERAL b STATE 1tiCOtlE TAXES 

T E S T  P E R I O D  Ol/Dl/9G - 12/31 /95  

( 1 )  . (21 13) (4) i 5) 1 6 1  ( 7 )  
A O J U S ~ H E A S  

S Y S T E W  S A L E S  
AROUNlS 6 1 R A N S H l S S l O l  E L f C l R l C  t E N T U C L j ~  A L L O C .  
R E V I S E D  R E V E N U E S  UTI11lY J\IitISDICTlOH F I C l O R  

- 
L I N E  Al tOUNTS P € R  NOH-RECURRING NOR 
NO. DESCRlPTION FIUANCIALS I O l H f R  U T I L I T Y  

79 
80 
81  
82 
83 

i 84 

65 

86 

P: 

< 

a9 

9D 
'7 

91 

' 92 
93 

$4 

95 

96 
91 

. .  

98 

89 

0 
1 
2 

103 
104 

~. 

105 

NET INCOHE [BEFORE FIT 6 S I T )  32,479,515 15,209,681 i744 .337 
TOTAL SCHED.  H-1 ADJUST, 10,012,715 i t3.328.b21 J 132.364 
ROCKPORT Ptli 9061 
A C R S  Depr.  A d j u s t a e n t - R e g .  
P E R  t he  S t a t e  of  Kentucky-HRJ 

" .  

STATE TAXABLE IWCOHE I COL. $1 ) 

S ta te  Incone Tax Rate 
..- -_ 

TOTAL STATE l N C O H E  TAXES 

AIlocation of  A E P C o .  Inc. i lossl  

FEDERAL TAXkBL€ INCOHE (COL.  i i )  

Federal Income Tax Rate 

TOTAL FEDERAL IWCOHE T A X  

FEDERAL l N V E S T K E N 1  TAX C R E D I T  

l k l  Generated 
( f l l  BSX t i n i t a t i o n  

T O T A L  FEDERAL I N V E S T . l A 1  C R .  

FEDERAL INCOHE T A X  P A Y A 8 l E  

lNVESTHEN1 T A X  C R E D I T  UORK.100X 
FEEDBACK OF ITC NORH t30 Y E A R S  

NET 1NYEST.TAY. Cf! .NORHALIZED . 

Sunmarv of C u r r .  Fed.lnc.Taxes 

2,175,266 2 , 1 i 5 . 2 $ 5  2.1Zi.i46 6.993 
314,870 371.810 553.371 b.99E 

46.115,931 4 6 . 1 4 5 . ? 3 1  45.964.454 

x 34% r: 3 0  x 3 h  

13,528,lli 13,528,137 13 ,471 ,292  
--- 

0 

13,528,177 

0 
0 

Lr 

G 

0 B 

13 ,528 ,177  13,474 :295 

0 # 
0 fi 

G Q 

Current Federal lncone Tax 
Current  investment Tax Credit 
Current  1nvest.Tax Cr.Horna1 i z e d  
Feedback o f  Curr. 1lC Normalized 
Feeoback of Prior I T C  Uornalized II,302,060) - 0 

13.528.11 1 
0 
0 
6 

11,302.660) 

T O T &  CURREHT F E O E R k l  I d C O H E  T A X  
1 

1 2 , 2 2 6  ,f 1 i 
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KENTUCKY POWER COHPAIY 
CALCULATION OF DEFERRED FEDERAL INCOME T A U 3  
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izl 

DESCRIPTION 

106 

107 

1oa 

3 
109 

110 

111 

.4 

12  

113 

114 

w 

I "  

115 

116 

111 

118 

119 

I20 

121 

121 

2 3  

124 

I25  

126  

Liberalized D e w .  - Reg. Rev. _______---____--------------- 
lax R2te 

DFIT: Liberalized Depreciation - Reg, - Rev, 

OFIT: Liberalized Depr-HRIJ- Set Cp 

Liberal ired Depreciation-HRJ-Rev. ____________----_---------------- 
Tax R8te 

DFIT: Liberalized Depr-HRJ-Rev. 

Class Life Depr (ADRI-Reg, - Set Up -----_----------------------------- 
Tax Rate 

3,480,000 3,46D.OOG .3,469.S60 0.491 

( 7 2 ,  DO0 1 (72,000) i i1 ,781)  0.99i 

72,000 72,000 71,784 0.49; 



I 

127 

. 128 

1 2 9  

130 

131 

132 

133 

-P. 1 3 h  

' 135 

136 

7 

a 

139 

140 

l i l  

. 142 

113 

141 

145 

146 

1 i1  

1 i 8  

129  

0 

151 

152 

I5; 

-! 

DFIT-ACRS DeDr. Benefit Horn.-Reg.-Set Up 

ACRS Depr. Benefit Nornalized-Reg.-Rev. ...................................... 
lax Rate 

DFIT: ACRS Depr. Benefit Horn.-Req.-Rev. 

DFIT: ACRS O a w .  Benefit Norm.-HR/J-Set Up 

DFIT-AFUOC-Oor rowed-Reg. 

DFJT: .Cust.  Adv. Inc. for Tax 

Cust. A d v .  - Ref. ----------_----- 
lax Rate 

W I T :  C u s t .  Adv. - Ref .  

DFI1: tontributicn I n  Aid o f  Ctlnstruction 

D F I T :  CIbC Tar Denreciaiton 

KPSC Case No. 2005-00341 
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( 5,556 ,000i 15,556,DODI (5.539~32 I 0,997 

(1,380,000) (1,3EC,OOO) 11.315.8601 0.997 

( 7  13,681 I ii43,680 l761,4$3) 0 .9Y i  

x 34% X 34X X 3tX SPEC 



154 

115 

156 

157 

158 

159 

160 

-7 161 

162  

i 

163 

6 4  

65 

165 

7 . .  167 

168 
. .  
! 

169 

170 

17 1 

172 

113 

I74 

75 

176 

1 7 7  

Percent Repai r  Allowance 

T a x  Race 

DFIT:  Percent Reoair Allowance 

Post Retirement Benefit - Payment 

Tax Rate 

DFIT: Post Retirement Benefit Payment 

DFIT: DItQOnt Depreciation Net ' 

W I T :  Property lax Sfc. 161-3 Yr. ddf.  

N I T :  Deferred Fuel Expense 
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Section V 
Workpaper S-10 
Page 7 of rO 
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Kentucky Power Company 

REQUEST 

Refer to the response to the Staffs Second Request, Item 75(c). Provide the status of the “nearly 
100,000 tons of coal” scheduled for delivery in November and December of 2005, and include 
the Big Sandy coal inventory level, stated in days’ bum, as of December 15,2005. Consider this 
an ongoing request and provide, by January 3 1,2006, the same information as of January 15, 
2006. 

RESPONSE 

Kentucky Power coal suppliers continue to experience challenges in meeting scheduled 
deliveries. Of the 322,000 tons of coal scheduled for delivery in November 2005, only 217,000 
tons were received resulting in a 105,000-ton shortfall. Deliveries in December 2005 through the 
15th are also below expectations. As of December 15,2005, Kentucky Power’s coal inventory 
level is at 21 days of supply. 

In light of these ongoing difficulties, Kentucky Power has been successful in recently procuring 
additional coal to offset the shortfalls currently being experienced. While secure market 
tonnages continue to be elusive, Kentucky Power remains aggressive in its pursuit of additional 
opportunities that may exist. Kentucky Power does not anticipate reaching its 35-day target coal 
inventory level until March 2006. 

WITNESS: Errol K Wagner 
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Kentucky Power Company 

REQUEST 

Refer to the response to the Staffs Second Request, Item 82. Based on its responses, is 
Kentucky Power proposing that the environmental surcharge to be billed to customers would be 
determined by the formula “CRR - MEBC” rather than the current approach of “CRR - BRR”? 
Explain the response. 

RESPONSE 

Initially the Company was proposing to use the CRR-MEEK formula rather than the current 
approach of CRR-BRR. Upon reflection, the Company believes it is appropriate to continue 
with the current approach of CRR-BRR once the BRR is updated to reflect the base period 
revenue requirement for the test year in this case. 

WITNESS: Errol K Wagner 
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Kentucky Power Company 

REQUEST 

Refer to the response to the AG's First Request, Item 44(a). For each of the items listed below, 
provide copies of the advertisement and explain why the expense should be included for rate- 
making purposes. 

a. 
of 6. 

Voucher No. 0 107994 - Floyd County Chamber Of Commerce - Invoice No. 805, page 3 

b. Voucher No. 00108939 - Clark Publishing Inc. - Invoice No. 36298, page 3 of 6. 

RESPONSE 

a. A copy of the advertisement is shown on page 2 of this response. This ad should be included 
for rate-making purposes because it is providing our customers with information on how to 
contact us to report service outages, fallen power lines, requesting account information, bill 
payment options, etc. 

b. A copy of the advertisement is shown on page 3 of this response. This ad should be included 
for rate-making purposes because it is providing our customers with information on the 
Company's plans to invest millions of dollars in environmental improvements that will enhance 
the quality of air and life for our customers and the millions of dollars in OUT energy delivery 
system in order to better serve our customers. 

WITNESS: Ranie K Wohnhas 
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Here to serve you 
24 hours a day 

Customer service means always being there. That's why Kentucky 
Power offers a wide rage of options to customers 24 hours aday, 7days 
a week. Whether you are reporting a senrice outage or a fallen power 
line, requesting account information, reviewing convenient bill-payment 
options or looking for quick energy-savings tips, wecan help. Our cus- 
tornerseniices representatives are available to assist you by calling 

You can also access our web site at w.kentuckypower.com. 
(800) 572-1113. 

A unif ofAmerican Elecfric Power 
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KENTUWY 
#IywEAI' 

A un% o f h e r i m  EleMc Power 

KYAimanacAd 1 I .  

Kentucky Power has been a part of Kentucky's history for 85 
years. Serving 175,000 customers in 20 eastern counties, we are 
a part of the rich heritage that makes the region special. And 
we plan to  be here well into the future. By investing millions of 
dollars in environmental improvements at our power plant and 
millions more in our energy delivery system, we are investing 
in Kentucky, its people and a bright future. When it comes to 
serving the Commonwealth, KenfuckyPowarkth8re, always 
working for you. 

I-- Bnm5 1aMs4AM 
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Kentucky Power Company 

REQUEST 

Refer to the response to the Stafls Second Request, Item 94. 

a. Concerning the response to Items 94(a) and 94(b), provide a further breakdown of the 
percentage of Edison Electric Institbte (“EEI”) dues for the following categories, if available: 
(1) Advertising - six cost categories are identified in the category description. 
(2) Marketing - the category description states this category contains both marketing and 
demand-side management costs. 

b. Would Kentucky Power agree that the percentage of its EEI dues associated with 
Legislative Advocacy, Regulatory Advocacy, and Public Relations should be excluded for rate- 
making purposes? Explain the response. 

c. 
the dues for the listed organizations should be included for rate-making purposes. The response 
did not include the requested explanations. Provide the originally requested information. 

Concerning the response to Item 94(c), Kentucky Power was requested to explain why 

RESPONSE 

a. Per a copy of an email attached as page 3 of this response, EEI is not able to breakdown the 
advertising and marketing expenses into the subcategories listed on response to Items 94(a) and 
94(b). The subcategories are listed as examples of what are to include in those categories; 
however, EEI does not record time or expenses to those subcategories. 

b. Kentucky Power does not agree with this statement. The percentage of EEI dues that fund 
Legislative Advocacy, Regulatory Advocacy and Public Relations should be recoverable for 
rate-making purposes for the following reasons: 

discussions with other members of EEI. We can learn and apply cost saving approaches that 
enable us to reduce costs or hold off further increases. 

2. Legislation or regulation that produces benefits to customers can be shared among the 
members of an organization like EEI. Particularly negative legislation or regulation can also be 
discussed to potentially mitigate cost increases. 

1. Kentucky Power’s customers benefit directly froin our involvement in best practices 



KPSC Case No. 2005-00341 
Commission Staff Third Set Data Request 

Order Dated 
Item No. 41 
Page 2 of 3 

3. The opportunity to address potential cost increasing legislation can be more effectively 
engaged with the clout of an organization like EEL Conversely, when a positive legislative or 
regulatory issue surfaces, the "strength in numbers" approach could produce cost savings or cost 
increase avoidance for Kentucky Power's customers. 

c. SEE - As noted previously, the primary benefit of our participation in Southeastern Electric 
Exchange is the mutual assistance program in times of major storm restoration. This provides a 
benefit to Kentucky Power customers when it is the coinpany being assisted. It significantly 
reduces outage times for our customers and helps us control the total restoration cost. The 
reciprocity aspects when Kentucky Power is the assisting another company provides the 
assurance to our customers that help will be there if and when we need it. Another positive cost 
saving benefit from our participation in SEE is the best practice discussions that are held with the 
participating utilities. All customers' benefit when best practices emerge from discussions among 
companies with like operations. 

SGPB - The Southern Growth Policies Board allows us to represent our customers to a large 
region of the south, 14 states and Puerto Rico. Our customers benefit from participation in that 
the purpose of the organization is to foster growth in the southern states. With growth comes the 
opportunity for expansion and additional sales. That in turn allows us to spread fixed costs over 
a larger base. 

SSEB - The Southern States Energy Board creates prograins in the fields of energy and 
environmental policy research, development and implementation, science and technology 
exploration and related areas of concern. Knowledge froin this organization has enabled our 
state to remain competitive in the economic development and energy arenas and this knowledge 
is then enjoyed by the ratepayers in the form of low rates and environmentally sound practices. 
Membership and participation in this organization has also proved vital when providing 
knowledge, expertise and coinmunication to various Kentucky agencies (PSC, Legislators, LRC 
Staff and the EPPC) during the development of energy and environmental policy for Kentucky. 
In fact many of these agencies are represented at the SSEB meetings. Kentucky enjoys a solid 
energy and environmental climate by having been exposed to the issues and having been 
educated fiom participation in such organizations. 

WITNESS: Timothy C Mosher 
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"Farrell, Brian" 
<BF arrell@eei.org> 
12/19/2005 1O:OO AM 

TO <pssplawnyk@aep.corn> .. 
cc "Stringfellow, David" <DStringfellow@eei.org>, 

Kjlbruba ker@aep.com> 
Subject Naruc Data Codes Request 

You had forwarded to David Stringfellow a request from the Kentucky Commission regarding the 
aggregation of EEI expenses into the categories of Advertising, and of Marketing. Unfortunately, we are 
not able to break down those expenses further into subcategories. We have listed the subcategories as 
examples of what are to be included in those categories. But we do not record our time and expenses 
broken down into those subcategories. Thus we are not able to provide you with this data. 

* 

I hope this addresses your question. Please let me know if you have any questions. 

Brian 

Brian Farrell 
Director, Member Relations 
Edison Electric Institute 

bfarrell@eei.org 
(202) 508-5649 
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Kentucky Power Company 

REQUEST 

Refer to the response to the Staff's Second Request, Items 98(c) through 98(f). For each of the 
expense categories listed below, explain why the expense should be included for rate-making 
purposes: 

a. Mge/Part Community Relations. 
b. 
c. MgePart Public Relations. 
d. Mge/Part Public Policy Issues. 
e. Mge/Part In Legislative Affrs. 
f. Manage and Provide Branding. 

Mge/Part Env. Pub. Policy Issues. 

RESPONSE 

a. Mge/Part Community Relations: 

Kentucky Power's customers directly benefit from our activities in community relations for the 
following reasons: 

1. We can assess our quality of service and reliability directly with input from business 
leaders, politicians and other civic leaders, and teachers and learn if our budgeted reliability 
projects are addressing problem areas. 

concerns earlier, thereby reducing potential injuries to the public or potentially longer outages for 
our customers. 

2. By having developed relationships with the community leaders we can learn of safety 

b. Mge/Part Env. Pub. Policy Issues 

Kentucky Power's customers directly benefit from our activities in environmental public policy 
for the following reasons: 

1. We can stay abreast of developing issues in the area we serve regarding the 
environment and develop cost effective programs to address those issues in a timely manner. 

2. Participation in organizations focused on environmental public policy allows Kentucky 
Power to discuss best practices with other manufacturers whose operations affect the 
environment, thus reducing potential wasted dollars on programs that might not be as effective. 
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c. MgePart Public Relations 

Kentucky Power's customers benefit from our activities in Public relations for the following 
reasons: 

1. Having developed relationships with the public we can learn of potential problem areas 
or situations sooner, thus reducing our overall cost in addressing issues and applying remedies. 

2. If the public knows and understands some of the inherent dangers of providing electric 
service, we can avoid or eliminate potential situations that could result in a prolonged outage and 
unnecessarily increases of our overtime costs. 

d. Mge/Part Public Policy Issues 

Kentucky Power's customers benefit from our activities in public policy issues for the following 
reasons: 

1. The same arguments hold true here that are used for b. above except on a wider scope 
than just the environment. 

2. Participation in public policy development groups or associations allows the discussion 
of best practices to reduce overall costs. 

e. Mge/Part In Legislative Affairs. 

Kentucky Power's customers benefit from our activities in legislative affairs for the following 
reasons: 

1. If proposed or pending legislation would cause unnecessary increases in our cost of 
doing business, we're in a position to discuss that with legislators or their staff to assure the 
legislators understand the impact of the legislation on their constituents. 

2. L,egislators are not experts in every field of business. As legislation is introduced that 
would adversely affect Kentucky Power's ability to control costs for their customers, with a 
developed relationship and understanding of the legislative process, we're more likely to control 
those costs. 

3. The best practice argument applies here as well. By participating in legislative affairs 
groups or committees, we can learn cost saving approaches used successfully in other 
jurisdictions and suggest them in Kentucky. 

D 
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f. Manage and Provide Branding 

Kentucky Power's customers benefit fkom branding for the following reasons: 

you're more likely to learn of potential safety and reliability issues sooner. That information 
allows you to better control overtime or damage costs. 

1. With a better developed relationship of trust with the customer base through branding, 

2. That same trust relationship built through branding encourages customers to ask 
questions concerning their use of electricity which can lead to a more efficient use in the home, 
business or industrial setting. 

WITNESS: Ranie K Wohnhas, Timothy C Mosher 

D 
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Kentucky Power Company 

REQUEST 

Refer to the response to the Staffs Second Request, Item 99. Based on Kentucky Power’s 
response, would it agree that the test-year expenses for REV1 Power Services Inc. and Area 
Land Surveys should be excluded for rate-making purposes? Explain the response. 

RESPONSE 

Kentucky Power does not agree that the test-year expenses for REV 1 Power Services, Inc. of 
$12,930 and Area Land Surveys of $10,333 should be excluded for rate-making purposes. Even 
if the expenses may not be on-going they are representative of regularly recurring expenses 
necessary to provide service. Kentucky Power should have the opportunity to recover a 
reasonable level of expenses based upon a given test year which includes both on-going expenses 
and other expenses incurred in the test year necessary to provide service. 

WITNESS: Ranie K Wohnhas 
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Kentucky Power Company 

REQUEST 

Refer to the response to the Staffs Second Request, Items 105 and 106. 

a. 
non-union benefits with the 2005 cost levels contained in the last actuarial valuation reports prior 
to 2005. 

Compare the actual 2005 cost levels for Kentucky Power's pension and post-retirement, 

b. 
pension and post-retirement, non-union benefits that are lower than the 2005 levels? 

Is it correct that the actuarial valuation reports show costs in 2006 for Kentucky Power's 

RESPONSE 

a. Actual 2005 costs for Kentucky Power Company's pensions are approximately $1 12,000 
higher than the estimated 2005 costs per the 2004 Actuarial Report. The main cause is increased 
amortization of actuarial losses, partially offset by the benefit of additional investment return on 
the substantial discretionary contributions made in each calendar quarter of 2005. Actual 2005 
costs for Kentucky Power Company's postretirement benefits are approximately $1,330,000 
lower than the estimated 2005 costs per the 2004 Actuarial Report. The main cause of the 
decline is the approximately $936,000 Medicare subsidy benefit that was not included in the 
2004 Actuarial Report's estimated 2005 cost. 

b. 
costs because of the effect of increased investment return on larger trust fund balances. Without 
the substantial discretionary 2005 quarterly contributions, estimated cost for 2006 would be 
greater than 2005 actual cost. The Company's responses to Staff's Second Request, Items 105 
and 106 discuss a variety of reasons that estimated costs for future years are not certain enough 
to use to modify test year expenses. Recent reviews indicate that both investment return and 
interest rates, two of the more significant assumptions, have been worse than expected so far this 
year, which would have the effect of increasing 2006 cost. 

The 2005 Actuarial Report shows estimated 2006 costs that are lower than actual 2005 

WITNESS: Hugh McCoy 
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Kentucky Power Company 

REQUEST 

Refer to the response to the AG's First Request, Item 14(b). 

a. Was Kentucky Power aware that the Commission has found in previous rate cases that 
the balance of prepayments included in the utility's rate base does not include any prepayment 
balance associated with the PSC Assessment? Explain the response. 

b. 
prepayments balance included in its rate base. 

Explain why Kentucky Power believes the PSC Assessment should be included in the 

RESPONSE 

a. No. The Company has not reviewed each of the Commission's previous rate case orders. 

b. The Company believes the PSC assessment should be included in the prepayments balance 
included in its rate case because it, like all other prepayments, represents an asset of the 
Company. The Company's prepayment balance of $661,934 in this rate case does not include 
any prepayment of PSC assessments. 

WITNESS: Ranie K Wohnhas 


